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SUBJECT: Enterprise Zone Credits/Authorizes Use of Credits Against Tax from

Activities Wthin Al Enterprise Zones in the State
SUMVARY

This bill would all ow taxpayers to use nore of their enterprise zone sal es and
use tax credit or zone qualified hiring credit by allowi ng these credits to be
cl ai med agai nst incone attributable to any enterprise zone in which the taxpayer
is engaged in a trade or business.

EFFECTI VE DATE

As a tax levy, this bill would be effective i mediately upon enactnent and apply
for taxable or incone years beginning on or after January 1, 2000.

SPECI FI C FI NDI NGS

Under the Government Code, existing state |aw allows the governing body of a city
or county to apply for designation as an enterprise zone. Using specified
criteria, the Trade and Commrerce Agency (TCA) designates enterprise zones from
the applications received fromthe governing bodies. The criteria used by the
TCA includes choosing the nost effective, innovative, and conprehensive

regul atory, tax, program and other incentives offered by the applicant in
attracting private sector investnent in the proposed zone.

Under the Revenue and Taxation Code, existing state |aw provi des special tax
incentives for taxpayers conducting business activities within an enterprise
zone. These incentives include a sales or use tax credit, hiring credit,
busi ness expense deduction, special net operating |loss treatnment, and net

i nterest deducti on.

Sal es or Use Tax Credit

The sales or use tax credit is allowed for an anount equal to the sales or use
taxes paid on the purchase of qualified machi nery purchased for use by a taxpayer
inits business located in an enterprise zone. The amount of the credit a

t axpayer may claimeach year is limted to the tax attributable to a taxpayer’s
incone earned in the enterprise zone where the credit was generated. Any credit
anount that exceeds this tax must be carried over and used in succeeding years.

Hring Credit

A business located in an enterprise zone may reduce tax by a percentage of wages
paid to qualified enployees. At |east 90% of the qualified enployee’ s work mnust
be directly related to a trade or business located in the enterprise zone and at
| east 50% nust be perfornmed inside the enterprise zone.
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The business may claimup to 50% of the wages paid to a qualified enployee as a
credit against tax inposed on inconme earned in the enterprise zone where the
credit was generated. The anmount of the credit nust be reduced by any ot her
federal or state jobs tax credits, and the taxpayer’s deduction for ordinary and
necessary trade or business expenses nust be reduced by the anmpunt of the hiring
credit. Any excess credit may be carried over for use in succeeding years.

Under the Personal Incone Tax Law (PITL) and the Bank and Corporation Tax Law
(B&CTL), For purposes of calculating the amount of the sales and use tax credit
and the qualified hiring credit that could be offset against the net tax or the
tax for the taxable or inconme year, this bill would define the term“enterprise
zone” to nean all enterprise zones in this state.

As a result, this bill would increase the rate at which these credits can be used
by permitting a taxpayer that operates in nore than one zone to apply the credits
against the tax on income attributable to any enterprise zone in the state.

Pol i cy Consi derati ons

This bill would not allow the sane benefit to the enterprise zone NCOL
deduction, which has the same limtation in regard to zone inconme, or to
simlar benefits offered to taxpayers in other econom c devel opnment areas
(LAMBRA, MEA, and the TTA).

| npl emrent ati on Consi der ati ons

This bill may create confusion anong taxpayers by redefining “enterprise
zone” for only two of the zone benefits. |In addition, inplenentation of
this bill would conplicate adm nistration of enterprise zone incentives.

However, inplenmenting this bill should not significantly inpact the
department’s prograns and operations.

FI SCAL | MPACT

Depart nental Costs

This bill would not significantly inpact the departnents costs.

Tax Revenue Esti mate

Based on data and assunptions di scussed bel ow, revenue |osses fromthis bil
woul d be estimated to be in the order of $1 mllion per year beginning with
fiscal year 2000-1

Tax Revenue Di scussi on

According to departnental data for tax year 1997, fewer than 20 busi ness
entities were involved in two or nore enterprise zones and reported positive
taxabl e i ncone (two-thirds are in two zones only). O the $7 mllion in
unused credits for these few taxpayers, it is projected that no nore than $1
mllion would be applied against available tax liabilities attributed to

ot her zones each year.
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